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LOCAL  cooperation  through  the  formation  of  a 
credit  association  or  credit  union  is  particularly 
applicable  to  localities  where,  for  one  reason  or  an- 
other, many  farmers  have  failed  to  establish  proper 
relations  with  the  commercial  banks,  and  are  either 
by  reason  of  bad  custom  or  by  force  of  circum- 
stances relying  upon  merchants  for  credit  instead  of 
upon  specialized  credit  institutions.  Under  these  cir- 
cumstances credit  associations  serve  as  supplements 
and  feeders  to  the  banks,  rather  than  as  rivals.  Far- 
sighted  bankers  have  been  among  the  most  ardent 
advocates  of  such  associations. 

The  first  step  in  the  formation  of  credit  unions  is 
the  enactment  of  a  suitable  State  law.  Such  a  law 
will  be  of  little  value,  however,  unless  some  agency  is 
provided  for  informing  the  public  concerning  its 
provisions,  and  for  assisting  and  directing  those  who 
desire  to  take  advantage  of  the  powers  and  privileges 
that  it  extends. 

On  the  last  pages  of  this  bulletin  will  be  found  a 
suggested  State  law  based  on  existing  laws  and  on 
the  experience  of  credit  associations  operating  under 
such  laws. 
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RURAL  PERSONAL  CREDIT. 

Rural  credit  is  usually  classed  as  farm-mortgage,  or  long-time,  and 
personal,  or  short-time.  The  agencies  for  farm-mortgage  credit  are 
varied  and  numerous.  Of  particular  significance  among  these  is 
the  Federal  farm  loan  system,  and  if  this  system  is  henceforth  per- 
mitted to  function,  and  is  improved  and  strengthened  in  such  par- 
ticulars as  experience  under  it  recommends,  it  would  seem  that  the 
problem  of  farm-mortgage  credit  is  in  a  fair  way  to  be  solved. 

Unfortunately,  the  same  is  not  true  with  reference  to  rural  per- 
sonal credit.  The  agencies  for  this  short-time  credit  are  still  in- 
adequate in  certain  respects,  and  the  cost  of  such  credit  is  excessive 
in  many  instances.  This  lack  of  adequate  facilities  for  rural  per- 
sonal credit  is  found  to  exist  not  only  in  times  of  temporary  strin- 
gency, but  also  in  so-called  normal  times;  for  there  are  large  num- 
bers of  farmers,  especially  tenants,  who  can  not  obtain  sufficient 
credit  at  moderate  rates  of  interest  to  enable  them  to  produce  crops 
or  other  farm  products  with  reasonable  efficiency. 

The  difficulty  in  the  sections  of  the  country  where  this  occurs 
lies  not  primarily  in  the  fact  that  banks,  the  chief  source  of  short- 
time  or  personal  credit,  are  less  numerous  or  less  well  supplied  with 
loanable  funds  than  in  other  sections.  It  lies  rather  in  the  fact 
that  in  the  less  prosperous  or  more  recently  developed  agricultural 
sections  it  is  more  difficult  for  the  banks  to  accommodate  those  in 
need  of  credit  without  taking  considerable  chance  of  losing  the  prin- 
cipal of  the  loan  as  well  as  the  interest  thereon.  The  difficulty,  in 
a  certain  sense  at  least,  lies  with  the  borrower  rather  than  with  the 
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banks.  The  borrower  in  turn  is  the  victim  of  local  conditions  and 
customs  which  it  is  not  easy  for  him  materially  to  change. 

The  situation  may  be  set  forth  by  means  of  a  simple  illustration. 
A  farmer,  either  a  tenant  or  a  landowner  in  modest  circumstances, 
approaches  the  local  banker  for  a  six  months'  loan  of  $200.  He  is 
practically  unknown  to  the  banker.  Either  from  lack  of  good  busi- 
ness habits  or  because  he  rarely,  if  ever,  has  had  any  surplus  funds, 
he  has  never  been  a  depositor  at  the  bank.  Before  extending  the 
loan  the  banker  faces  two  questions :  First,  has  the  prospective  cus- 
tomer good  business  character?  That  is,  will  he,  without  quibble, 
promptly  repay  the  loan  with  interest  according  to  agreement 
if  he  is  in  position  to  do  so?  Second,  what  productive  ability  has 
the  applicant?  Is  there  good  reason  to  believe  that  he  will  use 
the  borrowed  money  to  such  advantage  that  he  will  be  able  to  repay 
the  loan  when  due?  Both  of  these  questions  might  be  answered  in 
the  affirmative  if  the  banker  had  the  time  to  go  out  among  the 
friends  and  neighbors  of  the  prospective  customer  and  get  the  facts. 
But  the  loan  is  a  relatively  small  one  and  the  banker  does  not  feel 
that  he  can  take  the  time  for  a  personal  investigation.  He  therefore 
asks  for  security  or  indorsement  of  the  note.  The  security  offered 
does  not  seem  very  good  and  the  indorsers  suggested  are  also  rela- 
tively unknown  to  the  banker.  He,  therefore,  concludes  it  unwise 
to  make  the  loan. 

Unable  to  secure  the  loan  at  the  bank,  the  farmer  goes  to  the  local 
merchant.  If  he  succeeds  in  securing  the  needed  loan  from  this 
source,  the  terms  are  likely  to  involve  an  8  to  10  per  cent  interest 
charge  on  the  entire  loan,  even  though  only  a  part  of  the  amount  of 
the  loan  is  advanced  immediately.  In  addition,  he  must  pay  the  cost 
of  certain  papers,  including  a  crop  lien  or  a  chattel  mortgage,  or  both. 
Furthermore,  he  is  likely  to  be  charged  a  price  10  per  cent  above  the 
cash  price  on  equipment  or  supplies  purchased  with  the  proceeds  of 
the  loan,  because  he  is  after  all  considered  a  credit  customer. 

The  farmer  described  in  the  above  illustration  may,  by  energy  and 
strength  of  character,  and  without  cooperation  from  his  neighbors, 
be  able  to  rise  above  the  condition  in  which  he  finds  himself.  How- 
ever, through  active  cooperation  with  his  neighbors  he  will  find  it 
not  only  far  easier  to  improve  his  own  credit  status  but  also  he  will 
assist  and  encourage  others  to  improve  their  financial  and  economic 
situation.  One  of  the  simplest  and  most  practical  forms  of  coopera- 
tion for  improving  the  personal  credit  of  those  with  limited  security 
and  without  established  banking  connections  is  the  so-called  credit 
association  or  credit  union. 
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NATURE  OF  CREDIT  ASSOCIATIONS. 

A  credit  association,  or  credit  union,  is  a  local  cooperative  enter- 
prise, organized  for  the  purpose  of  enabling  its  members  to  secure 
needed  loans,  of  promoting  thrift,  and  of  encouraging  the  practice 
of  business  methods.  It  is  an  organization  of  men  rather  than  of 
capital,  and  as  a  true  cooperative  institution  gives  each  member  one 
vote  regardless  of  the  number  of  shares  held  or  capital  furnished  by 
him,  and  the  dividend  to  be  paid  on  shares  or  capital  invested  is 
usually  limited  to  a  reasonable  rate  of  interest.  It  is  not  essentially 
a  rural  institution,  but  is  nevertheless  well  adapted  to  rural  needs. 
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Figure  1. 

In  urban  organizations  of  this  type  the  encouragement  of  saving  and 
thrift  is  often  placed  above  the  loan  function,  whereas  in  rural  dis- 
tricts the  loan  function  is  usually  of  first  importance. 

DEVELOPMENT  IN  AMERICA. 

In  the  United  States,  credit  association,  or  credit  union,  laws  have 
been  enacted  in  10  of  the  48  States.  These  10  States,  together  with 
the  dates  of  enactment  and  material  amendment  of  such  laws,  are 
indicated  in  figure  1.  Most  of  these  laws  were  enacted  during  the 
3-year  period  1913-1915,  when  special  interest  in  agricultural  credit 
was  evidenced  in  various  ways. 

The  present  status  of  the  credit  association  movement  in  the  United 
States,  as  indicated  by  latest  available  reports,  is  summarized  in 
Table  I.     This  table  shows  that  significant  development  in  coopera- 
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tive  credit  has  taken  place  in  only  four  of  the  10  States  that  have 
enacted  legislation  providing  for  the  organization  of  such  associa- 
tions. 

Table  I. — Number,  membership,  and  resources  of  credit  unions. 


Number. 

Member- 
ship. 

Resources. 

State. 

Rural. 

Urban. 

Total. 

1 
1 

33 
0 
0 
0 
0 
1 
0 
0 

63 
69 
0 
0 
0 
2 
0 
0 
0 
0 

64 
70 
33 
0 
0 
2 
0 
1 
0 
0 

29, 494 

o20,000 

1,387 

$3,995,459 

2,303,871 

102, 103 

2,510 

626, 190 

No  data. 

Utah.. 

Total 

36 

134 

170 

53,391 

7,027,623 

a  Estimated. 

In  three  of  these  States,  Massachusetts,  New  York,  and  North 
Carolina,  either  voluntary  or  governmental  agencies  were  established 
for  the  purpose  of  acquainting  the  people  of  the  State  with  the 
2)ossibilities  of  cooperative  credit  and  assisting  those  interested  in 
the  organization  of  associations.  In  Massachusetts  two  agencies 
have  performed  such  work,  the  Massachusetts  Credit  Union  Asso- 
ciation and  the  National  Association  on  Credit  Union  Banks.  Both 
were  organized  by  philanthropic  men  of  Boston.  Through  the 
efforts  of  the  former,  an  organization  known  as  the  Credit  Union 
League  has  recently  been  formed  among  the  credit  unions  of  Massa- 
chusetts. This  league  is  composed  of  one  representative  from  each 
credit  union  in  the  State  and  is  expected,  by  1922,  to  assume  all  the 
duties  of  the  privately  endowed  organization.  In  New  York  the 
Remedial  Loan  Division  of  the  Russell  Sage  Foundation  and  the 
Jewish  Agricultural  and  Industrial  Aid  Society  have  promoted 
cooperative  credit  organizations.  The  publicity  work  of  these  or- 
ganizations may  perhaps  also  account  for  the  credit  union  develop- 
ment in  Rhode  Island.  The  North  Carolina  law  provides  for  a 
superintendent  of  credit  unions  in  the  State  department  of  agricul- 
ture, and  the  success  in  that  State  is  undoubtedly  due  in  a  large  de- 
gree to  the  activity  of  this  officer.  In  the  remaining  six  States,  how- 
ever, no  agencies,  either  voluntary  or  State,  have  made  it  their 
special  business  to  inform  farmers  or  others  concerning  the  credit 
association  law  or  to  assist  in  organizing  thereunder. 

DEVELOPMENT  IN  NORTH  CAROLINA. 

From  the  point  of  view  of  farm  finance,  the  North  Carolina  credit 
unions  are  of  particular  interest,  since  they  are  ail  strictly  rural. 
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As  shown  in  Table  I  there  are  now  33  such  associations  in  the  State. 
Sixteen  of  these  are  composed  of  white  farmers,  and  IT  are  com- 
posed of  colored  farmers. 

The  working  machinery  of  a  credit  union  is  shown  graphically 
in  figure  2.     The  members  elect  the  board  of  directors,  the  credit 

INTERNAL  ORGANIZATION   OF  A 
CREDIT  ASSOCIATION 


SUPERVISORY    COMMITTEE 

3 

MEMBERS 

PRESIDENT 

VICE-  PRESIDENT 
SECRETARYwTREASURER 

CREDIT 

BOARD  of  DIRECTORS 

COMMITTEE 

3 

5 

CHAIRMAN 

MEMBERS 

MEMBERS 

JUNIOR 
COMMITTEE 

JUNIOR 

COMMITTEE 
I Z —J 

JUNIOR 

MEMBERS 

MEMB 

ERS 

FlGUEE  2. 

committee,  and  the  supervisory  committee.  The  board  of  directors, 
in  turn,  elects  the  president,  the  vice  president,  and  the  secretary- 
treasurer.  The  credit  committee  has  but  one  duty,  which  is  to  pass 
upon  loans.  The  supervisory  committee,  as  its  title  indicates,  is  the 
body  of  highest  authority,  and  for  cause  can  disqualify  the  mem- 
bers of  any  other  committee  or  any  officer.     Junior  members,  pro- 
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videcl  for  in  some  associations,  but  not  in  all,  may  purchase  shares, 
make  deposits,  and  elect  their  own  committee,  but  ordinarily  can  not 
receive  loans.  The  chairman  of  the  junior  committee  is  recognized 
as  a  member  of  the  board  of  directors.  The  practice  of  providing 
for  junior  members  is  highly  to  be  recommended,  since  it  encour- 
ages thrift  among  the  growing  generation  and  provides  valuable 
lessons  in  business  methods  at  a  time  when  such  lessons  are  most 
likely  to  affect  future  habits. 

Eegular  membership  in  these  associations  is  open  to  any  man  or 
woman  in  the  community  who  has  a  good  reputation.  One  share  of 
stock  of  $10  par  value,  which  can  be  purchased  on  the  installment 
plan,  gives  the  owner  the  same  privileges  as  a  member  with  50 
shares.  Committee  meetings  are  held  as  often  as  necessary.  "The 
members  of  the  association  meet,  as  a  rule,  only  one  or  twice  each 
year,  though  some  associations  have  more  frequent  meetings.  Such 
meetings  are  usually  held  at  the  district  schoolhouse  and  frequently 
assume  both  a  social  and  business  significance.  The  annual  meeting 
is,  of  course,  the  most  important,  and  in  the  case  of  the  more  pro- 
gressive unions  the  program  at  such  a  meeting  generally  includes 
addresses  by  the  officers  or  by  interested  business  men  from  a  near-by 
city.  Officers  for  the  ensuing  year  are  elected  at  the  annual  meet- 
ing, and  other  business  is  transacted.  After  a  picnic  dinner  there  may- 
be a  second  business  session,  followed  by  a  "  drive  "  for  new  mem- 
bers, larger  deposits,  and  additional  stock  subscriptions. 

The  source  and  disposition  of  funds  in  a  credit  association  are  shown 
in  figure  3.  The  areas  of  the  various  rectangles  represent  in  a  general 
way  the  relative  importance  of  the  several  items.  Individual  de- 
posits are  accepted  in  practically  any  amount,  and  vary  from  25  cents 
to  $2,000.  Loans,  however,  show  a  somewhat  narrower  range,  vary- 
ing from  five  dollars  to  a  few  hundred  dollars.  In  North  Carolina 
these  institutions  are  as  yet  small.  The  largest  amount  of  money 
which  has  been  received  by  any  one  union  from  stock  subscriptions 
and  deposits  is  $23,000.  The  loaning  capacity  of  any  one  of  these 
unions  from  its  own  funds  is,  therefore,  very  limited.  In  general, 
the  banks  have  been  very  accommodating,  however,  and  have  loaned 
money  to  the  unions  at  from  5  to  6  per  cent  interest.  In  obtaining 
a  loan  from  this  source  the  association  gives  its  own  note,  signed  by 
its  officers,  and  deposits  as  collateral  one  or  more  notes  of  members 
to  whom  the  association  has  made  loans.  Loans  from  banks  con- 
stitute, of  course,  the  one  really  elastic  source  of  funds  for  supplying 
the  temporary  needs  of  credit  union  members.  In  many  instances 
the  unions  could,  without  violating  the  law  of  safety,  increase  their 
usefulness  to  their  members  by  utilizing  this  borrowing  power  to  a 
somewhat  greater  extent. 


The  Credit  Association.  9 

Unless  the  association's  by-laws  provide  a  higher  limit,  the  indi- 
vidual liability  of  a  member  for  the  debts  of  the  organization  is 
an  amount  equal  to  twice  the  par  value  of  the  shares  of  stock  held 
by  him.  Fortunately,  losses  are  practically  unknown  among  these 
associations.     Bankers,  in  fact,  envy  their  record. 

A  few  of  the  unions  in  North  Carolina  have  paid  dividends,  but 
most  of  them  have  added  all  earnings  to  their  reserve  fund.     The 
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maximum  dividend  under  the  law  is  6  per  cent.  On  deposits  the 
usual  rate  paid  by  the  unions  has  been  4  to  4^  per  cent,  whereas  the 
rate  on  such  deposits  paid  by  banks  varies  from  3  to  4  per  cent. 

As  stated  above,  the  success  of  the  North  Carolina  credit  unions 

is  due  largely  to  the  fact  that  the  law  provides  a  special  agency  to 

supervise  and  assist  the  associations.     Whenever  the  farmers  of  any 

locality  manifest  an  interest  in  organizing  an  association  the  superin- 
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tendent  of  credit  unions  promptly  considers  their  application,  and, 
if  he  finds  conditions  favorable,  assists  them  to  incorporate.  South 
Carolina  has  a  law  similar  to  North  Carolina's,  save  that  it  does  not 
provide  for  any  agency  like  that  explained  above.  The  South 
Carolina  act  has  been  on  the  statute  books  for  five  years,  but  no  credit 
unions  have  been  organized. 

Table  II  summarizes  the  loans  to  members  by  one  of  the  North 
Carolina  associations  for  the  years  1918, 1919,  and  1920.  The  savings 
indicated  in  the  table  are  the  result  of  lower  interest  rates  on  loans 
and  cash  payment  for  goods  purchased,  coupled  with  the  further 
advantage  of  collective  buying  through  the  credit  union  organization. 
The  amount  of  the  savings  was  arrived  at  by  the  officers  of  the  asso- 
ciation by  comparing  actual  cost  to  borrowers  with  the  cost  of  the 
same  supplies  and  equipment  had  the  borrowers  been  obliged  to  re- 
sort to  local  merchant  credit. 

Table  II. — Summary  of  loans  and  savings  to  borroivers  of  one  of  the  North 

Carolina  associations. 


1918 

1919 

24 

$4,  385. 00 

$805.  61 

$182.  70 

$33.57 

30 

$6, 450.  00 

$1,208.50 

$215.  00 

$40.  28 

1920 


Number  of  borrowers 

Total  loans 

Savings  to  borrowers 

xlverage  amount  of  loan 

Average  saving  to  borrower. 


$7,945.00 
$772.  50 
$274.00 
$26. 64 


The  following  is  a  summary  of  the  33  North  Carolina  unions : 

Average  total  resources  (including  loans  from  banks) $3,066 

Average  membership 42 

Average  amount  stock  held  per  member $15 

Average  deposit   account $119 

Average   loan $307 

Average  amount  borrowed  from  banks   (by  12  unions) $1,859 

Ratio  of  depositors  to  members 1  to  3.1 

Ratio  of  borrowers  to  members , 1  to  4.9 

The  number  of  incorporations  and  dissolutions  of  credit  unions  in 
North  Carolina  since  the  law  was  enacted  is  shown,  by  years,  in 
Table  III.  With  a  total  of  41  organizations  and  but  8  dissolutions, 
the  percentage  of  success  may  be  considered  gratifyingly  high.  Par- 
ticularly is  this  true  when  it  is  recalled  that  credit  union  methods 
and  principles  have  only  recently  begun  to  be  applied  to  rural  condi- 
tions in  the  United  States.  The  dissolutions  are  traceable,  as  a  rule, 
to  lack  of  sustained  interest,  which,  in  turn,  is  traceable  to  lack  of 
local  leadership.  In  each  case  the  dissolution  was  accomplished 
without  loss  either  to  members  or  to  outside  parties. 
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Table  III. — Incorporations  and  dissolutions  of  credit  unions  in  North  Carolina. 


Date 

Number  of  unions.1 

Incor-          Dis- 
porated.     solved.1 

1916 

1917 

1918 

1919 

1920 

Total... 

9                 0 
7                 0 
6                 2 
16                 3 
3                  3 

41                   8 

»  Of  the  33  unions  active  7  have  been  operated  5  years,  2  have  been  operated  4  years,  5  have  been  operated 
3  years.  16  have  been  operated  2  years.  3  have  bee'n  operated  1  year. 

'  Of  the  S  unions  dissolved,  3  had  operated  for  3  years,  4  had  operated  for  2  years,  1  had  operated  for  1 
year. 

The  development  of  these  associations  during  the  five  years  of  their 
existence  is  shown  in  Table  IV.  The  record  indicates  a  steady  and 
consistent  growth  in  number  of  organizations  as  well  as  in  mem- 
bership and  resources.  A  considerable  increase  is  apparent  in  the 
amount  of  loans  which  the  unions  have  received  from  the  local 
banks,  but  even  greater  gains  have  been  made  in  deposits  and  share 
capital:  and  these  three  items,  together,  made  possible  the  very 
marked  increase  in  amount  of  loans  to  members.  In  general,  it 
may  be  said  that  the  cooperative  credit  movement  among  farmers 
has  made  a  very  promising  start  in  Xorth  Carolina,  Whether  it 
will  continue  to  grow  in  extent  and  in  usefulness  will  depend  upon 
the  continued  effort  of  the  State  and  local  officials,  as  well  as  on 
the  loyalty  and  support  of  the  individual  members. 

Table  IV. — The  development  of  credit  unions  in  North  Carolina. 


On 
Sept.  30. 

i  %v< 

Mem- 
bers. 

Deposi-Paid  on 
tors,     shares. 

j,                     j  Number 
-itTfc     Loans,     ofbor- 
^0Slts-               |  rowers. 

Bor- 
rowed 

from 
bank. 

Cash  in 
banks. 

Total 

resources. 

1916... 
1917... 
1918... 
1919... 
1920... 

14 

16 
27 
33 

267 

507 

655 

1.008 

1,357 

58  1  $2, 169 
181       4,636 
282  1     7,  531 
337  1  12,393 
436     20, 821 

$2,  212     $6, 314              72 
5,  775     15,  126             135 
11,  940     21,  919             161 
28, 093     41,  740             135 
52,343      S6,333             2-1 

S3, 057 
6,995 
4.  551 
6,  593 

22,  311 

$963 

2,620 
1,924 

5      • 
9.011 

17,  415 

In  244 
2.",.  32.3 
53,  437 

THE  MORE  IMPORTANT  DIFFERENCES  IN  EXISTING 

LAWS. 


There  is  marked  similarity  between  the  credit  association  laws  in 
the  ten  States  that  have  made  legal  provision  for  local  cooperative 
credit  organizations.  Certain  variations  in  these  laws,  however, 
merit  attention.  Xine  of  the  ten  States  provide  by  statute  that  the 
credit  unions  shall  be  under  the  supervision  of  the  State  department 
of  banking.     Xorth  Carolina  created  an  office  in  the  State  depart- 
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ment  of  agriculture  to  which  the  credit  unions  must  report  monthly. 
Although  it  seems  quite  logical  that  the  banking  department  should 
hare  supervision  over  all  public  financial  institutions  in  the  State, 
associations  of  the  type  here  considered  differ  materially  from 
ordinary  commercial  institutions  and  appear  to  merit  special  con- 
sideration from  the  administrative  point  of  view.  The  department 
of  banking,  as  ordinarily  constituted,  can  not  effectively  encourage 
the  organization  of  unions  or  assist  materially  in  meeting  the  ob- 
stacles that  arise.  The  duty  of  such  a  department  is  to  restrain 
rather  than  to  assist  or  promote.  It  would  appear  highly  desirable, 
therefore,  that  another  agency,  such  as  a  division  of  the  State  agri- 
cultural college  or  the  State  department  of  agriculture,  be  authorized 
both  to  assist  in  the  organization  of  unions  and  to  supervise  and  aid 
those  in  operation. 

The  statutes  of  five  States — Massachusetts,  New  York,  North  Caro- 
lina, Nebraska,  and  Oregon — provide  specifically  that  associations 
may  borrow  money.  The  New  York  and  Oregon  laws  authorize  as- 
sociations to  borrow  up  to  40  per  cent  of  their  capital  except  when 
the  capital  is  $5,000  or  less,  in  which  event  they  may  borrow  a  sum 
not  to  exceed  $2,000.  The  North  Carolina  law  stipulates  that  credit 
unions  may  borrow  money  but  that  the  indebtedness  of  unions  whose 
capital,  surplus,  and  reserve  funds  equal  $5,000  or  more  shall  not 
exceed  the  sum  of  these  items.  The  laws  of  Massachusetts  and 
Nebraska,  while  specifically  granting  the  power  to  borrow  money, 
prescribe  no  limit  for  the  amount  that  may  be  borrowed.  The  re- 
maining State  laws  have  no  special  provision  concerning  borrowing 
on  the  part  of  the  association,  but  the  wording  of  each  statute  is  such 
as  to  lead  one  to  believe  that  if  the  association's  by-laws  so  provide 
the  borrowing  of  needed  funds  would  be  permitted. 

As  already  set  forth  with  reference  to  the  unions  in  North  Caro- 
lina, cooperative  purchasing  has  been  found  very  advantageous  by 
rural  associations,  None  of  the  statutes  specifically  authorize  this, 
but,  as  in  the  matter  of  borrowing  money  where  no  direct  provision 
exists,  it  may  perhaps  be  considered  an  implied  power.  At  any  rate 
the  North  Carolina  unions  have  so  interpreted  the  law  of  that  State. 

Since  one  of  the  strongest  features  of  cooperative  credit  unions 
is  the  low  overhead  expense,  the  matter  of  tax  exemption  is  a  very 
important  one.  At  present  the  laws  of  five  States — Massachusetts,  New 
York,  North  Carolina,  Wisconsin,  and  Oregon — provide  for  ex- 
emptions from  most  if  not  all  taxes.  In  Ehode  Island  the  credit  as- 
sociations, in  common  with  savings  banks,  are  required  to  pay  a  tax  of 
four-tenths  of  1  per  cent  on  deposits.  The  laws  in  the  remaining 
States  do  not  mention  taxes. 

The  laws  of  Massachusetts,  New  York,  North  Carolina,  and  Oregon 
permit  credit  unions  to  deposit  money  with  other  credit  unions  in  the 
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State,  and  also  to  invest  in  the  shares  of  such  unions.  The  laws  of 
Massachusetts  and  North  Carolina,  however,  limit  such  investment  in 
shares  to  20  per  cent  and  10  per  cent,  respectively,  of  the  investing 
association's  capital  and  surplus.  The  Massachusetts  law,  in  addition, 
provides  that  one  association  may  purchase  the  bonds  of  other  credit 
associations.  The  laws  of  six  States — Rhode  Island,  South  Carolina, 
Wisconsin-,  Nebraska,  Utah,  and  Texas,  do  not  specifically  authorize 
the  use  of  funds  in  this  manner,  but  neither  is  there  any  provision  in 
these  laws  which  would  seem  to  prohibit  such  action.  Interunion  ac- 
commodation of  the  kinds  above  mentioned  may  be  made  decidedly 
helpful,  since  some  of  these  organizations  are  handicapped  by  their 
limited  funds  available  for  loans,  while  others,  particularly  city 
unions,  frequently  have  a  surplus  of  funds  on  hand.  Even  where  the 
privilege  clearly  exists,  however,  little  use  has  as  yet  been  made  of  it, 
since  the  officials  of  unions  have  apparently  preferred  to  deposit  their 
surplus  funds  with  a  local  bank  or  to  invest  them  in  Government 
bonds.  This  attitude  may,  in  part,  be  explained  by  the  fact  that  the 
different  unions  or  associations  have  not  as  yet  had  time  to  become 
acquainted  with  each  other  or  to  establish  reputations  extending  out- 
side of  their  own  localities. 

BENEFITS  OF  CREDIT  ASSOCIATIONS. 

Cooperative  credit  associations  in  the  United  States  have  as  yet 
advanced  but  little  beyond  the  experimental  stage.  These  experi- 
ments, if  such  they  be  considered,  appear,  however,  to  have  quite 
fully  demonstrated  the  possibilities  of  this  form  of  self-help.  This 
is  true  in  the  case  of  farmers  in  need  of  short-time  credit,  and  lack- 
ing in  proper  security  or  in  banking  connections,  as  well  as  in  the  case 
of  urban  wage  earners  who  occasionally  need  a  reliable  source  of 
credit,  and  are  always  in  need  of  an  agency  of  saving  and  thrift  that 
will  promptly  give  them  a  reasonable  return  on  such  sums  as  they 
can  spare  from  their  weekly  or  monthly  wage. 

The  urban  associations  of  this  kind  have  already  saved  a  large 
number  of  the  wage  earners  in  the  cities  from  the  salary  loan  men,  not 
a  few  of  whom  have  properly  been  characterized  as  loan  sharks.  The 
rural  associations,  which  are  very  largely  limited  to  North  Carolina, 
have  enabled  their  members  to  secure  loans  on  favorable  terms  for  the 
purchase  of  necessary  supplies  and  equipment,  when  in  the  absence  of 
such  associations  expensive  merchant  credit  would  have  been  the  only 
alternative.  Furthermore,  all  these  organizations,  urban  or  rural, 
have  stimulated  saving  among  their  members  by  reason  of  the  rela- 
tively liberal  rate  paid  on  funds  deposited  with  them.  In  other 
words,  the  margin  between  the  rate  at  which  the  small  borrower  ob- 
tains a  loan  and  the  rate  he  receives  on  his  surplus  funds  when  he  has 
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any  has  been  materially  narrowed.  Cooperative  credit  organizations 
enable  the  small  saver  and  investor  more  nearly  to  have  the  same 
benefit  from  each  of  the  few  dollars  he  owns  or  uses  that  the  larger 
saver  and  investor  has  from  each  of  his  more  numerous  dollars. 

The  benefits  of  credit  unions  are  not  limited,  however,  to  immediate 
economic  results.  Such  associations  are  making  better  business  men 
of  their  members.  They  bring  a  better  understanding  of  sound  busi- 
ness methods  and  practices.  The  officers  and  committeemen  par- 
ticularly, and  all  the  members  to  some  extent,  are  led  to  look  upon 
credit  transactions  from  the  creditors'  standpoint  as  well  as  from  the 
standpoint  of  the  borrower,  and  will  unconsciously  acquire  an  added 
appreciation  of  fairness,  frankness,  and  promptness  in  all  business 
transactions. 

Cooperative  credit  associations,  and  particularly  those  in  rural 
districts  in  need  of  better  credit  facilities,  are  agencies  supplementary 
to  the  commercial  banks,  rather  than  competitors.  Many  f  arsighted 
and  constructive  rural  bankers  fully  recognize  this  fact,  and  have 
not  only  cooperated  with  unions  that  have,  been  formed,  but  have 
taken  the  initiative  in  the  organization  of  unions  in  their  nearby 
territory.  These  bankers  recognize  that  it  is  more  advantageous  to 
lend  a  substantial  amount  at  a  relatively  low  rate  of  interest  to  an 
organized  group  of  farmers,  where  the  risk  has  been  largely  elimi- 
nated, than  to  lend  individual  farmers  small  sums  at  higher  rates 
where  there  may  be  a  considerable  element  of  risk.  Furthermore, 
these  associations  gather  up  the  small  savings  of  persons  who  were 
not  bank  customers  and  make  local  banks  their  depositories  when- 
even  funds  in  excess  of  the  demand  for  loans  happen  to  be  on  hand. 
Finally,  progressive  bankers  fully  realize  that  their  own  business  can 
attain  marked  growth  only  with  the  increase  in  the  general  prosperity 
of  the  community  in  which  they  operate,  and  that  to  promote  pros- 
perity most  effectively  it  is  necessary  to  have  the  money  and  credit 
which  they  control  reach  those  members  of  the  community  who  are 
in  greatest  need  of  credit  and  whose  productive  powers  will  be  most 
enhanced  by  the  use  of  additional  capital. 

Eurai  credit  associations,  or  credit  unions,  are  particularly  needed 
where  there  are  many  farmers  of  small  holdings  and  renters  of  lim- 
ited capital.  They  are  most  likely  to  succeed  where  the  need  for 
better  credit  facilities  is  strongly  felt,  and  where  the  members  of  the 
community  already  have  many  interests  in  common.  A  certain 
amount  of  local  leadership  is  essential  to  success,  and  there  must  be  a 
self-sacrificing  spirit  on  the  part  of  the  leaders  which  will  prompt 
them  for  a  time  at  least  to  perform  services  for  the  credit  union  with- 
out other  compensation  than  the  direct  benefit  they  themselves  derive 
from  membership  in  the  organization,  and  the  pleasure  of  assisting 
others  in  attaining  a  better  economic  status. 
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SUGGESTED  STATE  LAW. 

About  three  years  ago  the  Department  of  Agriculture,  at  the 
request  of  a  number  of  individuals  and  officials,  prepared  a  sug- 
gested State  law  providing  for  the  organization  and  regulation  of 
cooperative  credit  associations,  and  published  this  draft  as  Service 
and  Regulatory  Announcements  No.  30.  Recently  this  suggested 
law  has  been  revised  in  a  number  of  particulars,  as  the  result  of 
study  and  observation  of  existing  credit  associations  operating  under 
various  conditions. 

As  was  true  of  the  earlier  draft,  the  law  as  here  suggested  pro- 
vides for  the  organization  of  credit  unions  either  with  or  without 
capital  stock.  Associations  organized  without  capital  stock  are 
required  to  organize  on  the  unlimited  liability  plan  similar  to  that 
on  which  about  80  per  cent  of  the  numerous  farmers'  mutual  fire 
insurance  companies  in  the  United  States  now  operate.  The  re- 
vised suggested  law  also  provides  for  a  special  State  agency  to 
promote  the  organization  of  such  associations.  This  latter  feature 
is  at  present  found  only  in  the  North  Carolina  law.  While  none 
of  the  existing  laws  on  this  subject  provide  for  the  organization 
of  credit  associations  without  capital  stock,  it  was  deemed  best  to 
retain  this  provision  in  the  revised  draft,  since  some  leaders  in 
rural  organizations  prefer  to  eliminate  all  suggestion  of  shares  of 
stock  or  dividends,  other  than  patronage  dividends,  from  cooper- 
ative associations. 

In  conclusion,  it  should  perhaps  be  emphasized  that  the  appended 
draft  should  be  considered  as  suggestive  only,  and  that  any  pro- 
posed legislation  based  thereon  should  be  carefully  examined  in  the 
light  of  the  constitution  of  the  State  concerned. 

AN  ACT  To  authorize  the  establishment  of  cooperative  credit  associa- 
tions for  the  purpose  of  promoting  thrift  among  their  members,  of 
providing  the  members  with  loans  for  productive  or  remedial  pur- 
poses at  reasonable  rates  of  interest,  of  fostering  the  cooperative  spirit, 
and  for  other  purposes. 

[Enacting  clause.] 

Section  1.  In  this  act,  unless  the  context  otherwise  requires,  Definitions. 
"  association  "  means  an  association  formed  under  this  act.  "  stock 
association  "  means  an  association  having  capital  stock,  and  "  non- 
stock association  "  means  an  association  not  having  capital  stock. 
Words  used  import  the  singular  or  the  plural  as  the  case  may 
demand. 

Sec.  2.  There   shall  be  established  in   the    [appropriate   State  ffi4to^°Sr5it 
agency]   a  division  of  cooperative  credit  associations.     Such  di-  associations. 
vision  shall  be  in  charge  of  a  director,  who  shall  be  appointed  [as 
the  laws  of  the  State  may   require].     The   Director  of  Cooper- 
ative Credit  Associations  shall  receive  an  annual  salary  of , 

payable   monthly,    together   with    actual    necessary    traveling   ex- 
penses.    He  shall  serve  for  a  term  of years,  unless  sooner 
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removed  for  cause  by  the  governor.  He  is  authorized  to  employ 
assistants,  clerks,  laborers,  and  such  other  employees  as  he  may 
deem  necessary.  It  shall  be  the  duty  of  said  director  to  organize 
and  maintain  the  aforesaid  division  of  cooperative  credit  asso- 
ciations;  to  disseminate  information  in  regard  to  cooperative 
credit  associations ;  to  provide  such  printed  information  and  such 
blank  forms  as  he  may  consider  necessary ;  to  conduct  an  educa- 
tional campaign  throughout  the  State  for  the  organization  and 
promotion  of  cooperative  credit  associations;  upon  the  written 
request  of  seven  or  more  citizens  resident  in  any  one  locality  in 
this  State,  to  advise  and  assist  them  in  the  organization  of  a  co- 
operative credit  association;  at  least  once  each  year,  and  oftener 
if  he  deems  it  advisable.,  to  make  a  thorough  examination  of  each 
association,  either  in  person  or  through  an  assistant;  and  to  per- 
form such  other  duties  as  may  be  required  for  the  carrying  out 
of  the  purposes  of  this  act. 
Number  of  in-  Sec.  3.  Seven  or  more  citizens  resident  in  any  one  locality  in 
ai-tfc°iest0of  assodthis  State  may  organize  a  cooperative  credit  association,  with  or 
ciation.  without  capital  stock,  by  subscribing  to  articles  of  association,  in 

duplicate,  upon  a  form  provided  by  the  Director  of  Cooperative 
Credit  Associations.  Said  articles  of  association  shall  be  acknowl- 
edged by  at  least  seven  of  the  persons  uniting  to  form  the  asso- 
ciation, and  shall  state — 

(1)  The  name  of  the  association,  which  shall  include  the  words 
"  cooperative  credit  association  "  ; 

(2)  The  purpose  of  the  association; 

(3)  The  principal  place  of  business  of  the  association,  which 
shall  be  a  place  within  this  State ; 

(4)  The  term  for  which  the  association  is  to  exist ; 

(5)  Whether  the  association  is  to  be  a  stock  or  a  nonstock  asso- 
ciation ; 

(6)  For  a  stock  association,  the  par  value  of  the  shares,  which 
shall  not  exceed  $25  each;  or,  for  a  nonstock  association,  the 
amount  of  the  entrance  fee,  which  shall  be  not  less  than  $1  per 
member ; 

(7)  The  full  name  and  post-office  address  and  the  business  or 
occupation  of  each  of  the  subscribers,  and  also,  for  a  stock  asso- 
ciation, the  number  of  shares  subscribed  for  by  each ; 

(8)  The  names  and  addresses  of  the  persons  who  are  to  act  as 
directors  until  the  first  meeting  of  the  association. 

Hereafter,  unless  expressly  authorized  by  law,  no  individual  or 
partnership,  nor  any  corporation  or  association  formed  in  this 
State  otherwise  than  as  provided  in  this  act,  shall  adopt  or  use 
the  words  "  cooperative  credit  association,"  or  any  abbreviation 
or  derivative  thereof,  as  a  part  of  the  name  or  designation  under 
which  such  individual,  partnership,  corporation,  or  association 
shall  do  business  in  this  State. 
By-laws.  Sec.    4.  The    persons    uniting    to    form    an    association    shall 

adopt,  subscribe  to,  and  submit  to  the  Director  of  Cooperative 
Credit  Associations,  with  the  articles  of  association,  a  set  of  by- 
laws, in  duplicate,  upon  a  form  approved  by  said  director.  Said 
by-laws  shall  be  acknowledged  by  at  least  seven  of  the  persons 
uniting  to  form  the  association,  and  shall  state — 
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(1)  The  name  of  the  association  : 

(2)  The  qualifications  for  membership;  the  conditions  under 
which  membership  may  be  granted  and  terminated ;  and  rules  gov- 
erning the  exercise  of  the  privileges  of  membership  and  the  issue 
and  cancellation  of  stock  certificates  or  membership  certificates  : 

(3  >  The  date  of  the  annual  meeting,  which  must  be  in  the  month 
of  January ;  the  method  of  notifying  members  of  meetings ;  the 
manner  of  conducting  meetings;  and  the  number  of  members 
which  shall  constitute  a  quorum  ; 

(4)  The  number  of  directors,  to  be  not  less  than  five,  their  terms 
of  office,  the  time  and  manner  of  their  election,  their  powers 
and  duties,  and  the  number,  not  less  than  a  majority,  necessary  to 
constitute  a  quorum  of  the  board  of  directors ; 

(5)  The  officers  to  be  elected  by  the  board  of  directors,  their 
terms  of  office,  the  time  and  manner  of  their  election,  and  their 
powers  and  duties ; 

(6)  The  number  of  members  on  the  credit  committee,  to  be  not 
less  than  three,  their  terms  of  office,  the  time  and  manner  of  their 
election,  and  their  powers  and  duties ; 

(7)  The  number  of  members  on  the  supervisory  commitiee, 
to  be  not  less  than  three,  their  terms  of  office,  the  time  and 
manner  of  their  election,  and  their  powers  and  duties ; 

(8)  For  a  stock  association,  the  conditions  upon  which  shares 
may  be  paid  for  and  transferred ; 

(9)  The  conditions  upon  which  deposits  of  money  may  be  re- 
ceived and  withdrawn  and  the  conditions  under  which  the  asso- 
ciation may  borrow  money ; 

(10)  The  manner  of  fixing  and  collecting  fees,  fines,  and  other 
charges  to  be  paid  by  the  members  of  the  association ; 

(11)  The  manner  in  which  the  funds  of  the  association  may  be 
employed  or  invested ; 

(12)  The  conditions  upon  which  loans  may  be  made  to  members 
and  the  manner  in  which  such  loans  may  be  repaid ; 

(13)  The  maximum  rate  of  interest  which  may  be  charged  upon 
loans ; 

(14)  The  method  of  receipting  for  money  received  on  aecOont 
of  shares,  deposits,  or  loans ; 

(15)  The  manner  in  which  the  guaranty  fund  shall  be  accu- 
mulated, subject  to  the  provisions  of  section  12 ; 

(16)  For  a  stock  association,  the  manner  in  which  dividends 
shall  be  determined  and  paid ; 

(17)  The  extent  of  the  liability  of  each  member  for  the  debts 
and  obligations  of  the  association ; 

(18)  Any  other  provisions  proper  and  necessary  to  carry  on  the 
business  of  the  association. 

Sec  5.  Within  30  days  after  the  articles  of  association  and  the  „ .APP™val  ai;d 

ruins;    ox    articles 

by-laws,  duly  subscribed  to  and  acknowledged,  are  received  by  the  of    incorporation 

Director  of  Cooperative  Credit  Associations,  he  shall  approve  thean 

same  in  writing  if  he  is  satisfied  that  they  are  in  conformity  with 

this  act  and  that  the  conditions  are  favorable  for  the  success  of 

the  association,   and,  retaining  the  original  on  file  in  his  office, 

shall  return  the  duplicate  to  the  temporary  board  of  directors. 

who  shall  within  10  days  cause  the  same  to  be  filed,  together  with 
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the  written  approval  of  the  director,  in  the  office  of  the  [proper 
county  officer]  in  the  county  in  which  is  located  the  principal  place 
of  business  of  the  association.  The  association  shall  then  have 
power  to  transact  business,  as  authorized  by  this  act. 
Amendments.  Sec.  6.  The  by-laws  of  an  association  may  be  amended  by  a 
three-fourths  vote  of  the  members  present  at  a  meeting,  not  less 
than  a  quorum  attending,  the  notice  of  which  meeting  shall  have 
stated  the  substance  of  the  proposed  amendment  and  the  inten- 
tion to  bring  it  up  for  consideration.  Such  amendment  shall  not 
become  effective  until  it  has  been  approved  in  writing  by  the  Di- 
rector of  Cooperative  Credit  Associations  and  filed,  together  with* 
the  written  approval  of  said  director,  in  the  office  of  the  [proper 
county  officer]  in  the  county  in  which  is  located  the  principal  place 
of  business  of  the  association. 
Election  a  n  d  gEC#  7.  Within  30  days  after  the  filing  of  the  copy  of  the  articles 
'  of  association  and  by-laws  in  the  office  of  the  [proper  county 
officer],  as  prescribed  in  section  5  of  this  act,  a  call,  signed  by  not 
less  than  a  majority  of  the  temporary  directors,  shall  be  issued  for 
a  meeting  of  the  members  of  the  association.  At  such  meeting,  or 
an  adjourned  session  thereof,  the  members  shall  elect  from  their 
number  a  board  of  directors,  a  credit  committee,  and  a  supervisory 
committee. 

Such  directors  and  committee  members  shall  hold  office  either 
for  one  or  for  three  years,  as  the  by-laws  shall  provide,  but  in  case 
the  term  is  three  years  the  directors  and  the  members  of  each  of 
said  committees  shall  at  the  first  annual  meeting  be  divided  as 
nearly  as  practicable  into  three  equal  classes  holding  office  respec- 
tively for  one. year,  two  years,  and  three  years.  At  the  expiration 
of  their  respective  terms  successors  shall  be  elected  for  terms  of 
three  years,  or  until  their  successors  shall  have  been  elected  and 
qualified. 

No  director  shall  be  a  member  of  either  the  credit  committee  or 
the  supervisory  committee,  nor  shall  the  same  person  be  a  member 
of  both  committees. 

Within  10  days  after  the  annual  election  the  board  of  directors 
shall  hold  a  meeting  and  elect  from  their  own  number  a  president, 
a  vice  president,  a  secretary,  and  a  treasurer.  The  secretary  and 
treasurer  may  be  the  same  person. 

Directors,  members  of  committees,  and  officers  shall  hold  office 
until  their  successors  are  elected  and  have  qualified. 

Every  director,  committee  member,  and  officer,  when  appointed 
or  elected,  shall  take  oath  that  he  will  support  the  constitution 
and  laws  of  the  State,  and  that  he  will,  so  far  as  the  duty  de- 
volves upon  him,  diligently  and  honestly  administer  the  affairs  of 
the  association.  Such  oath  shall  be  subscribed  to  before  an  officer 
authorized  by  law  to  administer  oaths,  and  shall  be  filed  with  the 
Director  of  Cooperative  Credit  Associations. 

No  director,  committee  member,  or  officer,  except  the  secretary 
or  secretary-treasurer,  shall  receive  any  salary  or  compensation 
for  the  performance  of  the  duties  of  his  office. 
Powers  of  asso-  Sec.  8.  Upon  filing  the  articles  of  association  and  the  by-laws, 
as  prescribed  in  section  5  of  this  act,  the  association  shall  have 
power,  within  the  limitations  of  this  act — 

(1)   To  adopt  and  use  a  common  seal  and  to  alter  it  at  pleasure; 
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(2)  To  have  succession  for  the  term  prescribed  in  its  articles 
of  association,  unless  sooner  dissolved  by  operation  of  law  or 
under  the  provisions  of  this  act ; 

(3)  To  make  contracts  necessary  in  the  conduct  of  its  business; 

(4)  To  purchase,  lease,  or  receive  by  gift,  bequest,  or  devise, 
and  to  hold  personal  and  real  property  necessary  in  the  conduct  of 
its  business,  and  to  dispose  of  the  same ; 

(5)  To  sue  and  be  sued  by  the  name  specified  in  its  articles  of 
association,  as  fully  as  natural  persons ; 

(6)  To  issue  certificates  of  membership,  and,  if  the  association 
has  capital  stock,  to  issue  shares  to  persons  qualified  for  member- 
ship and  to  receive  payment  therefor ; 

(7)  To  receive  money  on  deposit  from  members  and  other  per- 
sons and  to  pay  interest  on  the  same,  provided  that,  in  the  event 
of  liquidation,  the  deposits  of  nonmembers  shall  be  entitled  to 
priority  of  repayment  over  the  deposits  of  members ; 

(8)  To  borrow  money:  Provided,  That  a  stock  association  may 
not  borrow  an  amount  in  excess  of  the  sum  of  its  capital  and 
guaranty  fund  unless  such  sum  be  less  than  $5,000,  in  which  case 
said  limit  may  be  exceeded  upon  the  written  approval  of  the 
Director  of  Cooperative  Credit  Associations,  but  in  no  event  shall 
a  stock  association  whose  capital  and  guaranty  fund  are  less  than 
$5,000  be  permitted  to  borrow  more  than  twice  the  sum  of  its 
capital  and  guaranty  fund  nor  more  than  $5,000; 

(9)  To  make  loans  to  its  members ; 

(10)  To  deposit  its  funds  in  national  banks  in  the  State  or  in 
State  banks,  trust  companies,  or  credit  unions,  organized  under 
the  laws  of  the  State.  Funds  so  deposited  shall,  in  the  event  of 
the  liquidation  of  such  depository,  be  entitled  to  priority  of  pay- 
ment to  the  same  extent  as  the  deposits  of  (insert  proper  institu- 
tion, such  as  savings  banks)  as  provided  under  the  laws  of  the 
State. 

(11)  To  invest  such  of  its  funds  as  may  not  be  required  for 
loans  to  members  or  for  other  immediate  use,  in  bonds  of  Federal, 
State,  local  and  municipal  governments,  in  bonds  issued  under 
the  Federal  farm  loan  act,  or  in  other  securities  approved  by  the 
Director  of  Cooperative  Credit  Associations ; 

(12)  To  charge  an  entrance  fee  and,  if  the  association  has 
capital  stock,  to  charge  a  reasonable  fee  for  the  transfer  of  shares ; 

(13)  To  impose  fines  upon  members  for  failure  to  meet  promptly 
their  financial  obligations  to  the  association ; 

(14)  To  expel  members,  as  provided  in  section  15; 

(15)  If  the  association  has  capital  stock,  to  impress  a  lien  upon 
the  shares  and  dividends  of  any  member  to  the  extent  of  any  loans 
made  to  him  and  for  any  fees,  fines,  or  other  charges  payable  by 
him; 

(16)  If  the  association  has  capital  stock,  to  cancel  the  shares 
of  any  member  who  withdraws  or  is  expelled,  subject  to  the  pro- 
visions of  sections  15  and  16; 

(17)  To  make  loans  upon  proper  security  to  other  credit  asso- 
ciations, but  such  loans  shall  not  exceed  50  per  cent  of  the  sum 
of  the  capital,  surplus  and  guaranty  fund  of  the  lending  associ- 
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ation,  nor  shall  such  loans  to  any  one  association  exceed  20  per 
cent  of  said  sum ; 

(18)  To  act  as  cooperative  purchasing  agent  for  the  members 
of  the  association; 

(19)  To  exercise  such  incidental  powers  as  shall  be  necessary 
for  the  conduct  of  its  business. 

Security  for  gEC#  g<  ^ny  ioan  in  excess  of  $50  made  by  the  association  to  a 
member  shall  be  secured.  The  indorsement  of  two  solvent  mem- 
bers may  be  accepted  as  security.  If  the  association  has  capital 
stock,  no  member  shall  receive  any  loan  without  first  pledging  his 
stock  to  the  association  and  transferring  to  it  the  certificate  there- 
for. 

Loans  to  direc-  gEC#  io.  No  officer,  director,  or  committee  member  shall  be  per- 
'  mitted  to  borrow  from  the  association,  or  to  become  surety  for 
one  borrowing  from  the  association,  except  with  the  approval  of 
a  majority  of  the  members  present  at  a  meeting,  not  less  than  a 
quorum  attending,  the  notice  of  which  meeting  shall  have  stated 
that  such  loans  or  suretyships  were  to  be  considered. 

Except  in  the  exercise  of  the  powers  of  the  association  to  make 
deposits  and  investments  as  provided  in  subdivisions  10,  11  and  17 
of  section  8,  any  officer,  director,  or  committee  member  who  know- 
ingly permits  a  loan  to  be  made  to  a  nonmember  shall  be  guilty  of 
a  misdemeanor,  punishable  as  other  misdemeanors  in  this  State, 
and  shall  be  personally  liable  to  the  association  for  the  amount 
thus  illegally  loaned ;  but  the  illegality  of  the  loan  shall  be  no 
defense  in  an  action  by  the  association  to  recover  from  the  bor- 
rower. 

°h vtef3  ions  Sec.  11.  No  association  shall  pay  any  commission  or  compen- 
sation for  securing  members  or  for  the  sale  of  its  stock. 

Guaranty  fund.  gEC_  12.  Every  association  shall  create  a  guaranty  fund,  to  be 
held  as  a  reserve  to  meet  contingencies  and  losses  during  the  life 
of  the  association.  All  entrance  fees,  transfer  fees,  and  fines, 
whether  in  a  stock  or  a  nonstock  association,  shall,  after  the  pay- 
ment of  organization  expenses,  be  added  at  once  to  the  guaranty 
fund.  In  a  nonstock  association,  all  net  earnings  shall  be  set 
aside  to  the  guaranty  fund.  In  a  stock  association,  at  least  25  per 
cent  of  the  net  earnings  shall  be  set  aside  to  this  fund  at  the  close 
of  each  fiscal  year  until  the  fund  shall  equal  the  amount  of  out- 
standing capital  stock. 

Upon  the  recommendation  of  the  board  of  directors,  the  members 
of  the  association,  at  the  annual  meeting,  may  increase  or,  if  the 
guaranty  fund  equals  or  exceeds  the  amount  of  the  outstanding 
capital  stock,  may  decrease  the  proportion  of  net  earnings  to  be 
thus  set  aside. 

Dividends.  Sec.  13.  A  nonstock  association  shall  not  pay  any  dividends.     A 

stock  association  may,  at  the  end  of  any  fiscal  year,  declare  a 

dividend  from  the  income  remaining  after  the  deduction  of  all 

expenses,  losses,  and  interest  paid  or  accrued,  and  the  amount 

required  to  be  set  aside  to  the  guaranty  fund.     Such  dividend  shall 

not  exceed  the  rate  of  interest  charged  on  the  major  part  of  the 

money  lent  during  the  year. 

Liability     of      gEc.  14.  if  the  association  has  no  capital  stock,  each  of  its  mem- 
members. 

bers  shall  be  responsible  severally  or  jointly  with  other  members, 

for  all  contracts,  debts,  and  engagements  of  the  association  exist- 
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ing  at   the  time   he   became   a   member   and   created   during   his 

membership.  In  such  cases  any  member  who,  voluntarily  or 
otherwise,  contributes  more  than  his  pro  rata  share  to  the  pay- 
ment of  any  debt  or  obligation  of  the  association,  shall  have  an 
action,  several  or  joint  as  he  may  elect,  against  the  other  members 
for  reimbursement  to  the  extent  of  their  respective  pro  rata  shares 
of  the  excess,  but.  if  the  share  of  any  member  shall  prove  to  be 
uncollectible,  the  remaining  members  shall  be  equally  and  ratably 
liable  for  the  uncollectible  amount. 

In  a  stock  association  each  member  shall  be  liable  for  the  debts 
and  obligations  of  the  association  to  the  amount  of  the  par  value 
of  his  stock  therein,  in  addition  to  the  amount  paid  and  any 
amount  due  to  be  paid  on  such  stock,  unless  the  by-laws  provide 
for  additional  liability. 

Sec.    15.  Anv   member   who   has   willfully   failed   to   fulfill   his     Expulsion     of 

meniDeis. 

financial  obligations  ro  the  association,  who  willfully  fails  to 
comply  with  the  by-laws,  who  willfully  neglects  to  pay  his  debts, 
who  becomes  insolvent  or  bankrupt,  or  who  is  convicted  of  a 
criminal  offense  involving  moral  turpitude,  may  be  expelled  by 
the  board  of  directors ;  upon  the  recommendation  of  two-thirds  of 
the  board  of  directors,  any  member  who  is  habitually  intemperate 
or  immoral  may  be  expelled  by  the  members  of  the  association 
at  any  meeting ;  but  no  member  shall  be  expelled  until  he  has  been 
informed  in  writing  of  the  charges  against  him  and  has  had  oppor- 
tunity, after  reasonable  notice,  to  be  heard  thereon. 

Any  member  of  an  association  who  is  not  indebted  to  the  asso-  withdrawal  o  f 
ciation  may,  subject  to  the  continuance  of  his  liability  for  any mem 
outstanding  debt  of  the  association,  withdraw  therefrom  by  giv- 
ing the  board  of  directors  written  notice  to  this  effect  and  sur- 
rendering his  certificate 'of  membership  or  shares  of  stock  to  the 
-  i  etary  or  secretary-treasurer  of  the  association,  and  such  mem- 
ber shall  not  be  liable  for  any  debt  or  obligation  thereafter  in- 
curred by  the  association. 

Sec  16.  The  amounts  paid  in  on  shares  bv  members  who  have  ,  Repavment  o  f 

shares. 

withdrawn  or  been  expelled,  less  the  amounts  due  from  such 
members  to  the  association,  shall  be  paid  to  them,  in  the  order  of 
their  withdrawal  or  expulsion,  but  only  as  funds  become  available 
therefor.  Such  withdrawal  or  expulsion  shall  not  operate  to 
relieve  the  member  from  any  existing  liability  to  the  association 
or  to  the  creditors  thereof. 

Sec  17.  A  member  shall  have  only  one  vote  and  shall  not  vote     Voting 
by  proxy,  except  in  case  of  illness  or  unavoidable  absence,  and  no 
member  shall  vote  more  than  one  such  proxy. 

Sec  18.  The  fiscal  year  of  all  associations  organized  under  this     Fiscal  year. 
act  shall  close  on  the  last  business  day  in  December. 

Sec  19.  The  annual  meeting  of  the  association  shall  be  held  in     Meetings      of 
January,  as  provided  by  the  by-laws.     Special  meetings  may  be  m' 
called  by  the  board  of  directors  upon  their  own  initiative,  and 
shall  be  called  by  them  at  the  request  of  the  supervisory  com- 
mittee, or  upon  the  written  petition  of  not  less  than  15  pej  cent  of 
the  members. 

Sec  20.  The  board  of  directors  shall  have  general  management     Duties  of  board 

-.,-_.__  ,  ,„,  .  of  direct 

of  the  affairs,  funds,  and  records  of  the  association. 
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Unless  the  by-laws  shall  expressly  reserve  any  or  all  of  the  fol- 
lowing duties  to  the  membership  of  the  association,  it  shall  be  the 
special  duty  of  the  board  of  directors — 

(1)  To  act  upon  applications  for  membership; 

(2)  To  fix  the  salary  or  compensation  of  the  secretary  or  sec- 
retary-treasurer ; 

(3)  To  fix  the  amount  of  the  surety  bond  of  each  officer  having 
responsibility  for  the  custody  of  funds  or  property ; 

(4)  To  fix  the  maximum  amount  which  may  be  lent  to  any  one 
member ; 

(5)  To  determine  from  time  to  time  the  rate  of  interest,  not  to 
exceed  the  legal  rate,  which  shall  be  charged  on  loans  and  the  rate 
which  shall  be  paid  on  deposits ; 

(6)  In  a  stock  association,  to  fix  the  maximum  number  of 
shares  which  may  be  held  by  any  one  member ; 

(7)  To  direct  the  employment  or  investment  of  the  funds  of  the 
association,  other  than  those  lent  to  members ; 

(8)  In  a  stock  association,  to  make  recommendation  to  the 
members  of  the  association  relative  to  the  advisability  of  declaring 
a  dividend  and  the  amount  to  be  declared,  subject  to  the  limita- 
tions of  section  13 : 

(9)  To  make  recommendation  to  the  membership  of  the  asso- 
ciation relative  to  the  need  of  amendments  to  the  by-laws ; 

(10)  To  fill  any  vacancies  in  offices,  in  the  credit  committee,  or 
in  their  own  number,  the  person  so  chosen  holding  office  until  the 
next  annual  meeting,  when  a  successor  shall  be  elected  by  the 
members  for  the  unexpired  term. 

(11)  To  perform  such  other  duties  as  the  membership  may  from 
time  to  time  authorize. 

If  at  any  time  the  board  of  directors  shall  deem  any  loan  unsafe, 
they  may  require  additional  security ;  and  if  such  additional  se- 
curity is  not  furnished  they  may  declare  the  loan  due  and  take 
action  to  collect  it. 
Duties  of  credit     gEC#  21.  The  credit  committee  shall  meet  as  often  as  necessary, 

committee. 

to  pass  upon  applications  for  loans.  Such  applications  shall  be  in 
writing,  upon  a  form  approved  by  the  Director  of  Cooperative 
Credit  Associations,  and  shall  state  the  purpose  for  which  the 
loan  is  desired  and  the  security  offered.  No  loan  shall  be  made 
unless  the  application  shall  have  been  considered  at  a  meeting 
of  not  less  than  a  majority  of  the  committee  and  shall  have 
received  the  unanimous  approval  of  the  members  present,  except 
that  an  applicant  may  appeal  from  the  decision  of  the  committee 
to  the  board  of  directors. 
Duties  of  super-      Sec.  22.  The  supervisory  committee  shall  inspect  the  securities, 

visory  committee.         .  ,  ,  „  _  , 

cash,  accounts,  and  loans  of  the  association  from  time  to  time,  at 
least  once  in  every  three  months,  and  supervise  the  acts  of  its 
officers,  directors,  and  credit  committee.  At  the  close  of  each 
year  they  shall  audit  the  books  and  records  of  the  association  and 
make  a  full  report  upon  its  affairs  for  the  year  to  the  board  of 
directors,  which  report  shall  be  read  at  the  annual  meeting  of  the 
association,  and  then  filed  with  the  Director  of  Cooperative  Credit 
Associations.  This  committee  shall  have  power,  by  unanimous 
vote  of  the  entire  committee  at  a  meeting  called  for  that  purpose, 
to  suspend  any  officer,  any  or  all  of  the  directors,  or  any  or  all 
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of  the  members  of  the  credit  committee ;  or.  by  majority  vote,  to 
cull  a  meeting  of  the  association  to  consider  any  violations  of  ti 
by-laws  or  any  practices  of  which  they  do  not  approve.  Within 
seven  days  after  the  suspension  of  any  officer,  director,  or  member 
of  the  credit  committee,  the  supervisory  committee  shall  lay  the 
matter  before  a  special  meeting  of  the  association  for  such  action 
as  it  may  decide  npon.  In  case  of  a  suspension,  whenever  the 
supervisory  committee  deems  necessary,  they  or  one  or  more  of 
their  members  designated  by  them,  shall  exercise  the  authority 
and  perform  the  duties  of  the  person  or  persons  suspended  until 
the  association  acts  thereon. 

The  supervisory  committee  shall  fili  vacancies  in  their  own 
number,  the  person  so  chosen  holding  office  until  the  next  annual 
meeting,  when  a  successor  shall  be  elected  by  the  members  for 
the  unexpired  term. 

.   23.  Associations  formed  under  this  act  snail  be  deemed    Exemption  from 

,,,  .,„  ,     .  ,,  ,  certain  raxes. 

institutions  tor  savings,  and  all  capital  stock  issued  by  such  asso- 
ciations, and  all  property  of  such  associations,  except  real  esrat  . 
shall  be  exempt  from  State  and  local  taxation. 

Sec  24.  On  or  before  the  1st  day  of  February  in  each  year.  of  t?SociItio2!°rt 
every  association  shall  file  with  the  Director  of  Cooperative  Credit 
Associations,  upon  a  form  provided  by  him,  a  detailed  report  of 
its  condition  at  the  close  of  the  last  fiscal  year,  attested  under 
oath  by  the  president,  the  secretary,  or  secretary-treasurer,  and 
a  majority  of  the  supervisory  committee,  and  such  other  reports 
as  said  director  may  from  time  to  time  require.  For  failure  to 
make  the  annual  report  to  the  satisfaction  of  the  Director  of  Co- 
operative Credit  Associations  and  file  the  same  within  the  time 
limit  fixed  by  this  act,  an  association  shall  pay  to  the  State 
treasurer  five  dollars  ($5)  for  each  day  such  failure  shall  con- 
tinue, unless  the  Director  of  Cooperative  Credit  Associations  shall 
extend  the  time  for  filing  such  report. 

On  or  before  the  first  day  of  April  each  year  the  Director  of     Of  director. 
Cooperative  Credit  Associations  shall  submit  to  the  Governor  of 
the  State,  upon  a  form  provided  by  the  Attorney  General,  a  de- 
tailed report  of  the  condition  of  all  credit  associations  in  the 
State  at  the  close  of  the  last  fiscal  year. 

Sec.  25.  Each  association  and  all  of  its  officers  and  agents  are  Examinations 
required  to  give  the  Director  of  Cooperative  Credit  Associations.  * 
or  examiners  appointed  by  him,  free  access  to  all  books,  papers, 
securities,  and  other  sources  of  information  relative  to  said  asso- 
ciation under  their  control,  and  for  the  purpose  of  said  examina- 
tion the  Director  of  Cooperative  Credit  Associations  shall  have 
power,  personally,  or  by  deputy,  to  subpoena  witnesses,  administer 
oaths,  compel  the  giving  of  testimony,  and  require  the  submission 
of  documents. 

If  it  shall  appear  from  any  examination  or  report,  or  otherwise. 
that  an  association  is  insolvent,  that  it  has  violated  any  of  the 
provisions  of  this  act  or  any  other  law  of  the  State,  or  that  it  is 
conducting  its  business  in  an  unsafe  manner,  the  Director  of  Co- 
operative Credit  Associations  may.  after  a  hearing  or  an  oppor- 
tunity for  a  hearing  given  to  said  association,  take  possession  of 
the  property  and  business  of  such  association  and  retain  p< 
sion  thereof  until  such  time  as  he  may  determine  either  to  permit 
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it  to  resume  business  or  to  order  its  dissolution  in  conformity 


with  law.     The  Director  of  Cooperative  Credit  Associations  may, 
in  his  discretion,  order  the  association  to  discontinue  any  illegal 
or  unsafe  practices  and  grant  such  association  not  to  exceed  60 
days  within  which  to  comply  with  such  order. 
Dissolution.  Sec.  26.  Upon  the  unanimous  recommendation  of  the,  board  of 

directors,  the  members  may,  at  a  meeting  especially  called  for 
the  purpose,  order  a  dissolution  of  the  association,  by  a  vote  of 
two-thirds  of  the  entire  membership.  A  committee  of  three  shall 
thereupon  be  elected  to  liquidate  the  assets  of  the  association 
under  the  direction  of  the  Director  of  Cooperative  Credit  Asso- 
ciation. If  an  association  has  capital  stock  its  net  assets  shall 
be  distributed  to  the  stockholders  in  proportion  to  the  amount  of 
stock  held ;  if  it  has  no  capital  stock  the  net  assets  shall  be  dis- 
tributed equally  among  the  members. 

Sec.  27.  The  sum  of ,  or  so  much  thereof  as  may  be 

necessary,  is  hereby  appropriated  to  carry  out  the  provisions  of 
this  act. 
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